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1 . ACTING DIRECTOR HONG KONG DEPARTMENT OP COMMERCE AND 
INDUSTRY CALLED ME IN TODAY (JUNE 17) TO DISUCSS HK-U.S. 

TEXTILE NEGOTIATIONS. HE BEGAN BY SAYING THAT HE UNDER- 
STOOD PROM WASHINGTON THAT U.S. GOVERNMENT OPPICIALS (I.E., 

JULIUS KATZ AND CHARLES ANGEVINE) WERE UNDER THE IMPRESSION 
THAT AN AGREEMENT AD REFERENDUM HAD BEEN REACHED IN GENEVA. 

HE SAID THAT WAS NOT THE CASE. THE INDIVIDUALS ON THE 
SCENE HAD ARRIVED AT AN INPORMAL UNDERSTANDING, THE DETAILS 
OP WHICH HK GOVERNMENT BECAME AWARE OP ONLY ALTER INDUSTRY 
ADVISERS HAD RETURNED TO HONG KONG. ALTER DISCUSSION WITHIN 
THE GOVERNMENT AND WITH THE INDUSTRY HERE, THE HONG KONG 
GOVERNMENT CONCLUDED THAT "CERTAIN CLARIPICATIONS" SHOULD 
BE SOUGHT. HE THEN READ PROM THE FOLLOWING "SPEAKING 
NOTE:" 
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2. BEGIN TEXT. WE HAVE NOTED WITH INTEREST THE 
CONTENTS OP THE USIS SHEET "ECONOMIC APPAIRS PERSPEC- 
TIVES" DATED 9 JUNE 1977 (CONGEN NOTE: EXTRACT 
PROM WIRELESS PILE JUNE 8, 1977, ITEM EPP-35). THIS 
REPORTED A SPEECH BY LABOUR SECRETARY RAY MARSHALL 
TO THE INTERNATIONAL LADIES' GARMENT WORKERS UNION 
AND OPENED WITH THE WORDS: 
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- "A TOP CARTER ADMINISTRATION OFFICIAL HAS IN- 
DICATED THAT THE UNITED STATES WILL NOT SEEK TO 
SLOW THE INTERNATIONALLY AGREED RATE OF EXPANSION OF 
ITS TEXTILE IMPORTS-DESPITE THE SLOWER RATE OF 
GROWTH OF ITS OWN TEXTILE INDUSTRY." 

3. THE REPORT LATER NOTED THAT THE I.L.G.W.U. WAS 

SAID TO BE ONE OE A NUMBER OF TEXTILE UNIONS AND FIRMS 
THAT HAD BEEN PRESSING THE CARTER ADMINISTRATION FOR 
ASSURANCES THAT THE UNITED STATES WOULD INSIST THAT 
ANY EXTENSION OF THE MEA WOULD CUT THE GROWTH CLAUSE 
TO ALLOW ANNUAL IMPORT INCREASES OE NO MORE THAN THREE 
PERCENT. THE REPORT WENT ON 

- "THE SOURCES SAY MR. MARSHALL'S REMARKS REFLECT 
THE "EIRM DECISION' OE THE UNITED STATES THAT TO CUT 
THE CLAUSE IN HALF TO MATCH THE GROWTH RATE OE THE 
DOMESTIC INDUSTY WOULD NOT BE IN THE U.S. NATIONAL 
INTEREST." 

4. WE ASSUME THAT, IN VIEW OF THE ORIGIN AND NATURE 
OF THE DOCUMENT, THE SOURCES QUOTED ARE AUTHORITA- 
TIVE. THIS BEING THE CASE, WE ARE CONEUSED OVER THE 
POSITION ADOPTED BY THE U.S. NEGOTIATORS CURRENTLY 
ENGAGED IN GENEVA WITH HONG KONG REPRESENTATIVES 
IN CONSULTATIONS ON A EUTURE BILATERAL TEXTILES 
AGREEMENT TO REPLACE THE ONE WHICH EXPIRES ON 30 
SEPTEMBER 1977. THEY HAVE MOST FORCEFULLY SOUGHT 
TERMS WHICH APPEAR INCONSISTENT WITH THE U.S. POLICY 
QUOTED ABOVE. FOR EXAMPLE, THEY HAVE PRESENTED 
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AS AN ALTERNATIVE TO "UNMITIGATED DISASTER EOR HONG 
KONG INTERESTS" THE ACCEPTANCE BY US OF A FIVE-YEAR 
RESTRAINT AGREEMENT, TO BE CONCLUDED UNDER ARTICLE 4 
OF THE ARRANGEMENT REGARDING INTERNATIONAL TRADE IN 
TEXTILES, WHICH WOULD INVOVLE NO GROWTH IN ANY OF 
THE FIRST YEAR LIMITS, AGGREGATE, GROUP OR SPECIFIC, 

AND ONLY 6 PERCENT AGGREGATE GROWTH EACH YEAR THERE- 
AFTER. 

5. PRIOR TO SEEING THE USIS REPORT, WE HAD ASSUMED 
THIS OPTION REELECTED THE AGREED POLICY OP THE UNITED 
STATES GOVERNMENT. IN RESPONSE TO A REQUEST EOR AN 
EXPLANATION OP THE APPARENT INCONSISTENCY, THE U.S. 

CHIEF NEGOTIATOR IN GENEVA RESPONDED FORMALLY ON 15 
JUNE THAT: 

(A) MR. MARSHALL WAS TRYING TO SAY TO THE INTERNA- 
TIONAL LADIES' GARMENT WORKERS UNION THAT THE U.S. 

POLICY ON THE MFA REMAINED UNCHANGED; AND 

(B) HE (THE CHIEP NEGOTIATOR) WAS NOT SEEKING AN 
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AGREEMENT INCONSISTENT WITH THE ARRANGEMENT REGARD- 
ING INTERNATIONAL TRADE IN TEXTILES. 

6. HOWEVER, ARTICLE 4.3 OF THE ARRANGEMENT REGARD- 
ING INTERNATIONAL TRADE IN TEXTILES READS, IN PART, AS 
FOLLOWS: "BILATERAL AGREEMENTS MAINTAINED UNDER THIS 
ARTICLE SHALL, ON OVERALL TERMS, INCLDING BASE LEVELS 
AND GROWTH RATES, BE MORE LIBERAL THAN MEASURES PRO- 
VIDED FOR IN ARTICLE 3 OF THIS ARRANGEMENT". THE 
GROWTH PROVISIONS IN RESPECT OF ARTICLE 3 MEASURES 
PROVIDE FOR A MINIMUM OF GENERALLY NOT LESS THAN 6 
PERCENT GROWTH WHERE THERE IS RENEWAL OR EXTENSION. 
THIS IS IN RESPECT OF SITUATIONS WHERE MARKET DIS- 
RUPTION OR ACTUAL THREAT THEREOF HAS BEEN SHOWN TO 
EXIST. THE ARTICLE 4 AGREEMENT UNDER NEGOTIATION, BY 
CONTRAST, IS "TO ELIMINATE REAL RISK OF MARKET DIS- 
RUPTION." 
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7. IN THESE CIRCUMSTANCES IT WOULD BE APPRECIATED IF 
YOU COULD OBTAIN FROM WASHINGTON AN EXPLANATION OF 
THE APPARENT INCONSISTENCY IN THE U.S. POLICY 
DESCRIBED IN THE USIS RELEASE AND THE POSITION BEING 
ADOPTED BY YOUR NEGOTIATORS IN GENEVA. THE FACT 
THAT THE USIS RELEASE IS PUBLIC KNOWLEDGE MEANS THAT 
WE ARE FINDING IT INCREASINGLY DIFFICULT TO JUSTIFY 

TO OUR INDUSTRY ACCEPTANCE OF TERMS OF THE KIND 
DEMANDED IN GENEVA. 

8. THIS MATTER IS VIEWED, AS I AM SURE YOU WILL 
READILY APPRECIATE, AS ONE OF MAJOR IMPORTANCE TO 
HONG KONG. YOU ARE AWARE OF THE ROLE OF THE TEX- 
TILES INDUSTY IN OUR ECONOMY AND ITS IMPORTANCE TO 
THE FUTURE WELL-BEING OF OUR SOCIETY. AN EARLY 
RESPONSE WOULD BE APPRECIATED. END TEXT. 

9. DORWARD ASSURED ME THAT HIS COMMENTS, INCLUDING 
THE CONTENTS OF THE SPEAKING NOTE, HAD BEEN FULLY 
CLEARED WITH THE HONG KONG GOVERNMENT UP TO AND 
INCLUDING THE GOVERNOR WHO HAD BEEN BRIEFED THIS 
MORNING. HE CONCLUDED BY SAYING THAT IF THE U.S. 
GOVERNMENT THOUGHT IT WOULD BE USEFUL, HE WAS PRE- 
PARED TO GO TO WASHINGTON NEXT WEEK. 

SULLIVAN 
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